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PHILIPPINES: KEY ECONOMIC INDICATORS 2 
Ali values in US$ million 
Exchange Rates (Average for periods 


covered: 1975: US$1.00 = ¥7.2746 First 
1976: US$1.00 = 77.4466 Percent, , Half 
1977: US$1.00 = ~7.4211 _1975* 1976" Change 2/ _19772/ 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 15737. 28/ 17633.08/ 14.8, , N.A. 
GNP at 1972 prices 9456. 82/ 9762.1=,  6.3° N.A. 
Per capita GNP, current prices $373.62 407.3% 12.0 N.A. 
Fixed capital formation on durable 
equipment, current prices 2219.48/ 2187.82/ 6.5 N.A. 
Personal income 12378.78/ 13937.882 15.7 N.A. 
Indices: (1972=100) / 
Mining 114.6 115.8 1.0 97.22) 
Manufacturing 111.1 116.5 4.9 116.5= 
Average industrial wage 119.9 125.3 4.5 132,5¢/ 
Labor force (000 workers) 1si6. 2/ 16244 $7.1 N.A. 
Average unemployment rate (%) 3.69/ 5.07 38.9 N.A. 
MONEY AND PRICES a/ a/ nf 
Money Supply £/ 1416.9- 1621.5>> a7 sd 1812. & 
Interest rate (%) 20.80 19.80 -4.8 20.38 


Indices: Manila (1972=100) 


Wholesale prices&/ 198.0 212.3 1 230.3 
Consumer prices 164.6 174.8 6.2 184.1 
BALANCE OF PAYMENTS h/ 
Total International Payments 1029.1 1123.9 3.2 948.31, 
External public debt 2233.7 3137.1 40.4 3030.6 = 

Annual debt service 423.0 474.0 12.2 

Annual debt service ratio (%) 22.4 12.9 6.6 

Balance of Payments -520.8 -163.7 ~ee 232.4 

Balance of Trade -1164.7 -1059.8 ee -423.7 

Exports, f.0o.b. 2294.47 2573.68 12.2 1474.0 
U.S. Share 654.79 915.34 39.8 393.7 

Imports, f.0.b. 3459.18 3633.48 5.0 1893.1 
U.S. Share 753.62 801.29 6.3 309.7 


Main imports from US (1976)2/? Machinery other than electric $173.7M; Cereals 
and cereal preparations $95.3M; Transport equipment $73.7M; Electric machinery, 
appliances and apparatus $63.5M; Chemical elements and compounds $38.1M; Explosives 
and miscellaneous chemical products $37.2M; Textile fibers not manufactured into 
thread or yarn $30.4M; Base metals $15.3M. 


p/ Preliminary. 

t/ Revised. 

a/ Peso value converted to dollars using the average exchange rate for the period 
covered. 

b/ Percent change for data originally available in pesos was calculated using peso 
values. 

c/ Data available for first quarter 1977 only. 

d/ Figures derived from survey for the month of August of the respective years. 

e/ Percent change completed at constant 1972 prices. 

£/ 90-day lending rate for prime commercial borrowings. 

g/ Revised by shifting base year from 1965 to 1972. 

h/ Gross foreign exchange holdings of the Central Bank plus net foreign exchange 
holdings of commercial banks. 


Summary : 


Available information for the first semester indicates that 
GNP growth is short of the 7% target rate. The balance of 
payments took a favorable turn as a reduced trade deficit 

_ ($424 million) and positive balances in the capital account 
resulted in a surplus of $232 million for the first semester. 
A substantial current account deficit, however, is still 
expected for 1977 due to soft price and demand conditions 
for sugar and copper and weakening prices for coconut 
products. On the policy front, a package of tax reforms 

was enacted, and new conditions have been placed on 

domestic borrowings by foreign corporations. Inflation rose 
slightly to 7% while money supply expanded by 26% from last 
year's June level. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Modest Growth Performance 


The National Economic and Development Authority has not 
released national income account data for the first half of 
the year. However, based on Central Bank sector performance 
data, which can be regarded as indicative, it appears that 
GNP growth for January to June approximated last year's six 
percent range, on an annualized basis. 


Central Bank figures show that the manufacturing sector grew 
by 4.7% compared to 4.4% in the same period last year. Size- 
able increases were noted in the production of textiles, 
wearing apparel, chemicals, coal, rubber and plastic products, 
and base metals. Central Bank figures indicate a lower growth 
rate in agriculture, fisheries and forestry for the crop 

year 1976-77, despite favorable performance in bananas, pine- 
apple, and logging. Evidently, this reflected a cutback in 
sugar production due to the continued price slump in the 
world market for the commodity, which left substantial sugar- 
producing areas idle. The coconut industry estimates the 1977 
copra production at about 2.15 million long tons, 17% below 
last year's bumper harvest of 2.6 million long tons. Mining 
and quarrying production likewise registered a lower growth 
rate of 4.6% compared to a 9.6% a year earlier, but non- 
metallic mining and quarrying index expanded by 45% as a 
result of a rise in coal output. 


Central Bank data indicate that employment paralleled pro- 
duction growth: An employment rise of 4.9% (annualized) 








compared to the 7.0% increase in January-June, 1976. A 
decrease in jobs in the construction industry was offset by 
sizeable employment gains in mining and quarrying, agri- 
culture, and in wholesale and retail trade. 


Inflation Rate Creeps Up 


The annual inflation rate (as measured by the CPI) was 7% 

in the first semester compared to the modest 5.3% figure 

in the same period last year. The biggest price increases 
were exhibited in food items taken off the price control 

list at the beginning of the year. Some non-food items which 
exhibited increases are services (12.5%) and housing and 
repairs (6.42). 


The real average wage of skilled workers managed an increase 
of 1.4%, but wages of unskilled laborers failed to keep up 
with price increases, and real wages for this group went 
down by 1.8% from the first half levels of the previous 
year. 


External Sector Shows Improvement 


The external payments balance took a favorable turn as 
increased export receipts, only slightly expanding payments 
for imports, and positive balances in the capital account 
contributed to an overall net surplus of $232 million in the 
first semester - a reversal of the $173 million deficit last 
year. 


Export earnings improved significantly, showing a 25% increase 
over the same period in 1976. The increase was broadly-based, 
but led by coconut products, which enjoyed better prices. 
Receipts and disbursements data indicate that earnings from 
coconut products increased by nearly 44% and accounted for 
almost one-third of the total increase in receipts, compared 
with the first semester of 1976. In spite of poor prices for 
sugar, substantially increased sales abroad resulted in a 

25 percent increase in receipts for this commodity. Other 
improvements were shown by forest products (24%), mineral 
products (7%), and fruits and vegetables (26%). Doing parti- 
cularly well were clothing (67%) and chemicals (802). 


On the other hand, imports increased by just six percent. This 


permitted most of the improved export performance to be 
reflected in the trade balance, which was in deficit by 

$424 million, about 70% of last year's first semester de- 
ficit. This levelling of imports is not an unmixed blessing, 
however. Secretary of Finance Virata expressed misgivings 
about the implications of this stagnation in imports, parti- 
cularly of capital goods, for the pace of investment and 
growth of production. 


A surplus of $101 million was registered in non-merchandise 
trade and transfers, an improvement over last year's $22 
million. The current account balance therefore shows a 
considerable improvement over the first semester of last 
year; a deficit of $323 million compared with the $598 
million deficit for 1976. 


On the capital account, net inflow of long-term capital 
increased from $350 million in 1976 to $383 million this 
year. Net inflows of short-term capital similarly increased, 
from $40 million to $73 million. These inflows brought the 
overall balance of payments at mid-year up to a surplus of 


$432 million. 


Heavy repayments ($548 million) of Central Bank compensatory 
borrowing obligations were made while availments amounted 

to only $144 million. This was accomplished partly by a 
drawdown in Central Bank reserves, and the end-June level 

of net international reserves stood at $948 million 
compared to $1,124 million at the end of 1976. Total 
external debt stood at $6.04B. as of June 30, 9% higher 

than the December 1976 level. 


The peso appreciated slightly, with the interbank guiding 
rate averaging 97.398 per US dollar in June, compared to 
¥7.431 in June 1976 and ~7.428 in December of the same 
year. 


The Policy Environment 


Government fiscal policy continued to be moderately expan- 
sionary, with the cash operations for the first semester 
ending in deficit of ~1,390 million ($188 million). The 
1977 budget projects a deficit of 3.5 to 4.0 billion pesos, 
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depending on the efficacy of new tax measures discussed below. 
The GOP has approved the 1978 budget amounting to 933.9 billion, 
about 30% higher than the 1977 level. The budget is premised 
on a GNP growth rate of about 7% and assumes an inflation 

rate of 7%. Revenues are estimated to rise to ~28.2 billion, 

of which 7800 million would come from new revenue sources. 

The ¥5.7 billion deficit is to be financed mainly by 

borrowings. 


In June, a package of tax measures was enacted to raise 

800 million to one billion pesos ($108 to $136 million) tc 
reduce the 1977 budget deficit. This includes ~630 million 
increase in revenues expected from the specific tax on petro- 
leum products. New taxes have been imposed on interest 

earned from money market fund placements and bank deposits 

at rates of 35% and 15%, respectively. An additional tax 

of 5% is imposed on incomes of corporations, with exceptions 
for those whose rate of return is less than 10% of net 

assets. The 10% withholding tax on dividends received by 
corporations is now extended to dividends received by indi- 
viduals. On August 21, a 15% tax on foreign travel was intro- 
duced, starting at a minimum of 750 for tourist class. 

On the brighter side of the tax reforms, the tax on remittance 
of royalties and dividends by branches has been reduced from 
20% to 15%. A proposed additional sales tax on locally made 
products with foreign brand names was shelved and the with- 
holding tax on foreign ship rentals, lease charges or charter 
fees, has been cut from 35% to only 4.52. 


Obviously, the taxes are not just meant to be revenue raising. 
The new tax on money market fund placement seeks to promote a 
shift of funds from short-term to medium- and long-term invest- 
ments. As a result of the 35% tax, money market interest rates 
dropped in the last week of June, but there was an upsurge in 
the volume of market turn-over towards the end of the month. 
The reduction in the tax on royalties and dividend remittances 
to non-residents is part of the program to attract foreign 
investment. 


Money supply (Ml) expanded to $1,812.8 million during the 
first semester, greater by 26% from June 1976. Domestic 
liquidity (M2) advanced to $5,395.4 million by end-June 
1977, exceeding the previous year-end level by 24%, and 
rising faster than plenned. Aside from money supply growth, 


. 


the expansion in liquidity was due to a 30% increase in savings 
and time deposits and a 16% rise in deposit substitutes. 


The most important development in the credit picture was a 
newly-imposed limitatjon on peso borrowings available to 
foreign companies (more than 40% foreign-owned). Under 
Central Bank Circular No. 572, which took effect July 27, 
a company is to maintain debt/equity ratio ranging from 
60:40 for foreign companies in group A (involved in areas 
defined by the GOP as high priority areas of economic acti- 
vity); to 55:45 for group B (other manufacturing) and 
50:50 for group C (all others - low-priority areas). The 
rules provide for a three-year transition period for 
companies which do not meet the specified ratios. 


Foreign banks and financial intermediaries are exempt from 
the guidelines, and other firms may be exempted on a case- 
to-case basis. Export-oriented companies were assured that 
they will be treated liberally in debt/equity ratio conm- 
putations. No local borrowing by a foreign company can be 
approved by a lending institution without being cleared first 
by an inter-agency committee. A foreign firm with outstand- 
ing domestic borrowings must obtain clearance from the 
committee for outward remittances for profits, earnings or 
dividends. Operational difficulties encountered in the 
implementation of the guidelines, however, forced the Central 
Bank to postpone the effectivity of the guidelines to 

October 1 this year. 


The inter-agency committee, which has some flexibility in 
considering exceptions to the guidelines, has not yet 
rendered decisions on specific applications. The impact 
of the guidelines on the domestic credit picture, and on 
the investment climate, remains to be seen. 


The Outlook for the Balance of 1977 


The reduced trade deficit for the first semester is a signi- 
ficant improvement from last year. However, soft price and 
demand conditions for some principal export earners indicate 
that the balance of trade and the current account balance 
will finish the year in substantial deficit, though smaller 
than last year's. Sugar and copper prices have been hovering 
at very low levels and no immediate relief is in sight. Both 
products are suffering from over-supply -- sugar due to 
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over-production, and copper due to sluggish recovery after 
the worldwide economic recession beginning in 1974, which 
led to large stocks of the metal. Prices for coconut 
products, a principal gainer in the first semester, began 
to fall in May-June. This price decline, coupled with 
lower production than in 1976, permits only modest ex- 
pectations for the remainder of the year - better than 
1976, but not as good as the first semester. Receipts 
from logs, lumber and bananas will probably continue 
making moderate gains, Non-traditional exports have been 
performing well, and are expected by government planners 
to continue their strong performance in the next few 
years. 


Although reliable information is lacking on first 
semester performance of the various productive sectors, 
it appears that growth is running short of the seven 
percent target. It is unlikely that the second semester 
pace will pick up sufficiently to reach the GOP target. 


ASEAN SUMMIT 


The summit meeting of ASEAN heads of government in August 
continued the movement toward regional economic coopera- 
tion, while the subsequent meetings with the Prime Ministers 
of Australia, Japan, and }.w Zealand were unprecedented and 
marked the active cooperation of these countries in the 
development of ASEAN. All three pledged increased amounts 
of official developmental assistance, while Japan in addi- 
tion committed itself to $1 billion for the financing of 
the ASEAN industrial projects. These are urea plants in 
Indonesia and Malaysia, diesel engine production in 
Singapore, a soda ash project in Thailand, and a super- 
phosphates fertilizer plant and newsprint production in 
the Philippines. 


Intra-ASEAN preferential trade gained some headway at 

the August heads of government meeting, where it was 
agreed to reduce tariffs by up to 30% on 71 products. In 
addition, the Philippines, Singapore, and Thailand plan 
on a 10% tariff reduction on 1,758 items. These three 
countries will probably extend this tariff reduction 

to Indonesia and Malaysia as part of the ASEAN commitment 
to accord each other MFN treatment. A $100 million 
currency swap arrangement was also signed by the five 
ASEAN central bank governors during the summit. 


IMPLICATIONS FOR U.S. BUSINESSMEN 
The Investment Picture -- A New Factor 


Investment intentions in registered projects approved by the 
Board of Investments (BOI) in the first half of the year 
amounted to ~198 million ($27 million), less than half the 
¥427 million approved in the corresponding period of last 
year. American investors accounted for 34.5% of the total, 
followed by the Japanese, with 27.5%, thus pointing to a 
continuation of the pattern of last year, when U.S. invest- 
ors regained leadership yielded to the Japanese in 1975. 


With the imposition of the guidelines conditioning the 
peso borrowings of foreign companies on level of equity, 
creditworthiness is no longer measured simply in terms 

of head office support, loan repayment record, business 
reputation or project viability. As discussed in an 
earlier section, a given level of paid-up capital based 

on debt/equity structure is required for access to peso 
credits. A survey by the American Chamber of Commerce 

of the Philippines indicates that well over half of foreign 
companies will have to make financial adjustments to meet 
the new requirements. Some will have to bring in signifi- 
cant amounts of new equity capital. It should be noted, 
however, that the GOP is assuring liberalized treatment 

of firms venturing into priority areas specified in the 
Ninth Investment Priorities Plan, the Second Public Utili- 
ties Priorities Plan and the Seventh Export Priorities 
Pian. 


Major Projects 


With respect to major industrial projects, the GOP has 
been reviewing its priorities with a view to reconciling 
the large capital needs of these projects with constraints 
on new external borrowing. Final approval of a copper 
smelter is expected this year. Further feasibility work 
is required for a proposed steel mill and a petrochemical 
complex. Viability of the Philippines’ designated ASEAN 
project -- superphosphates -- is in some doubt. A second 
nuclear power plant, in addition to the one now under 
construction by Westinghouse, has probably been relegated 
to a rather low priority at this time, with official 
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emphasis shifted to further development of geothermal and 
hydropower resources. 


The Philippine Market 


In trade, the U.S. share of the Philippine import market 
has been running at 19.8% through the first semester of 
1977. This compares with 22.3% over the past three years. 
Depreciation of the dollar in relation to the yen should 
present opportunities for U.S. exporters to improve their 
performance in this market. We believe that the best 
prospects lie in the following areas: Health care equip- 
ment, analytical laboratory instruments, computers and 
related equipment, pollution control equipment, construction 
and mineral processing equipment, telecommunications, food 
processing and packaging equipment, energy systems, and 
electronic production and test equipment. 


Also of interest to United States exporters and investors 
are the US/ASEAN economic consultations, which are 
scheduled for September 8-10, 1977 in Manila. Subjects 
to be discussed center principally around trade and 
investment, but would also include basic North-South 

and commodity issues of mutual concern. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








LOOKING FOR A GOOD 


e 
research 
tool 


INDEX TO FOREIGN. MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of ‘Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 





